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C h a l l e n g e s  a n d  P r o s p e c t s  
b y  
M r s .  G r a c e  0 .  E v b u o m w a n  
A b s t r a c t  
I t  i s  g e n e r a l l y  a g r e e d  a m o n g  r e s e a r c h e r s  a n d  p o l i c y  m a k e r s  t h a t  p o o r  r u r a l  
h o u s e h o l d s  i n  d e v e l o p i n g  c o u n t r i e s  L a c k  a d e q u a t e  a c c e s s  t o  c r e d i t .  T h i s  J a c k  o f  
a d e q u a t e  a c c e s s  t o  c r e d i t  i s  i n  t u r n  b e l i e v e d  t o  h a v e  s i g n i f i c a n t  n e g a t i 1· e  
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these efforts by government, agricultural output has not increased 
significantly in recent years. Available data indicated that, Aggregate 
Index of Agricultural Production which recorded a negative 0.9 percent 
average growth rate between 1970- 1985, improved substantially to 
9.0 percent betwee11 1986-1993 but had since stagnated at an average 
annual growth rate of 3 to 4 percent. Some authors have maintai11ed 
that access to credit by small scale farmers who dominate the Nigerian 
agricultural sector is a major constraint militating against increased 
agricultural productivity, while others believe that the high cost of 
credit is the problem. Consequently, this paper attempts to establish 
whether access to credit is the problem or cost of credit with the aid of 
structured questionnaires, using small scale farmers in Alimosho Local 
Government Area of Lagos State which is in rural Lagos as a case 
study. Results of the survey revealed that about 80 percent of the 
respondents depended on their 'own capital ' only for their operations 
while only about 20 percent obtained Loan to augment their operating 
capital. Further analysis of the returns indicated that, from the small 
scale farmer 's perspective, access to credit is more critical than cost 
of credit as over 40 percent of the respondents so indicated while, 
about 20 percent felt cost of credit is most critical. From the foregoing, 
it is recommended that gove rnment agricultural credit initiatives 
particularly the activities of the Nigerian Agricultural, Cooperative 
and Rural Development Bank( NACRDB), ACGS, SMJEIS, etc., be 
intensified to improve small scale farmers' access to credit as has been 
done in other developing countries like india and Ghana so as to 
increase agricultural productivity in Nigeria considering the enormous 
potentials of this sector in Nigeria 's quest fo r economic development. 
INTRODUCTION 
The consensus in literature is that increased agricultural productivity is a 
vital pre-requisi te for rapid economic growth and development. Among the 
roles conventionally ascribed to the agricultural sector in a growing economy 
are those of: 
(i) providing adequate food for an increasing population; 
(ii) supplying raw materials to a growing industrial sector; 
(iii) consti tuting the major source of e mployment; 
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( i v )  e a r n i n g  f o r e i g n  e x c h a n g e  t h r o u g h  c o m m o d i t y  e x p o r t ;  a n d  
( v )  p r o v i d i n g  a  m a r k e t  f o r  t h e  p r o d u c t s  o f  t h e  i n d u s t r i a l  s e c t o r .  
I n  N i g e r i a ,  a g r i c u l t u r e  h a s  t r a d i t i o n a l l y  b e e n  d e s c r i b e d  a s  t h e  
" m a i n s t a y "  o f  t h e  e c o n o m y .  T h e  f o l l o w i n g  a r e  t h e  s p e c i f i c  o b j e c t i v e s  
o f  t h e  A g r i c u l t u r a l  P o l i c y :  
( i )  a t t a i n m e n t  o f  s e l f - s u f f i c i e n c y  i n  b a s i c  f o o d  i t e m s ,  p a r t i c u l a r l y  
c o m m o d i t i e s  w h i c h  c o n s u m e  c o n s i d e r a b l e  s h a r e s  o f  N i g e r i a ' s  f o r e i g n  
e x c h a n g e .  
( i i )  i n c r e a s e d  p r o d u c t i o n  o f  a g r i c u l t u r a l  r a w  m a t e r i a l s  t o  m e e t  t h e  g r o w i n g  
n e e d s  o f  a n  e x p a n d i n g  i n d u s t r i a l  s e c t o r ;  
( i i i )  i n c r e a s e d  e x p o r t  e a r n i n g s ,  e n h a n c e d  b y  f u r t h e r  p r o c e s s i n g  o f  
a g r i c u l t u r a l  p r o d u c e  a n d  a d d i n g  o f  v a l u e ;  
( i v )  m o d e r n i z a t i o n  o f  a g r i c u l t u r a l  p r o d u c t i o n ,  p r o c e s s i n g ,  s t o r a g e  a n d  
d i s t r i b u t i o n ,  t h r o u g h  t h e  i n f u s i o n  o f  i m p r o v e d  t e c h n o l o g y  a n d  
m a n a g e m e n t  s o  t h a t  t h e  s e c t o r  c a n  b e  m o r e  r e s p o n s i v e  t o  v a r i o u s  
d e m a n d s  o f  a  d e v e l o p i n g  e c o n o m y ;  
(  v )  c r e a t i o n  o f  m o r e  r u r a l  e m p l o y m e n t  o p p o r t u n i t i e s  b y  e n g a g i n g  i n  f u r t h e r  
i m p r o v e m e n t  a n d  m a i n t e n a n c e  o f  r u r a l  i n f r a s t r u c t u r a l  f a c i l i t i e s ;  
( v i )  i m p r o v e m e n t  i n  t h e  q u a l i t y  o f  l i f e  o f  r u r a l  d w e l l e r s  t h r o u g h  t h e  p r o v i s i o n  
o f  s o c i a l  a m e n i t i e s  s u c h  a s  p o t a b l e  w a t e r  a n d  i m p r o v e d  h e a l t h  a n d  
e d u c a t i o n a l  f a c i l i t i e s ;  a n d  
( v i i )  c o n t i n u o u s  p r o t e c t i o n  o f  a g r i c u l t u r a l  l a n d  r e s o u r c e s  f r o m  d r o u g h t ,  
d e s e r t  e n c r o a c h m e n t ,  s o i l  e r o s i o n  a n d  f l o o d .  
A g r o - b a s e d  i n d u s t r i e s  i n  N i g e r i a  c a n  b e  c a t e g o r i s e d  b r o a d l y  i n t o  t w o .  F i r s t ,  
t h e r e  a r e  t h e  l a r g e - s c a l e  a g r o - a l l i e d  i n d u s t r i e s  s u c h  a s  t e x t i l e ,  b r e w e r y ,  
f l o u r ,  s o a p ,  s u g a r ,  s a w m i l l  a n d  p l y w o o d ,  l e a t h e r  a n d  f e e d  m a n u f a c t u r i n g  
i n d u s t r i e s  w h i c h  d e p e n d ,  t o  a  l a r g e  e x t e n t ,  o n  p r i m a r y  a g r i c u l t u r a l  
c o m m o d i t i e s  a s  m a j o r  i n p u t s .  S e c o n d ,  t h e r e  a r e  a g r o - p r o c e s s i n g  i n d u s t r i e s ,  
w h i c h  t r a n s f o r m  p r i m a r y  a g r i c u l t u r a l  c o m m o d i t i e s  i n t o  p r e s e r v a b l e  a n d  
m a r k e t a b l e  f o r m s .  I n  t h i s  g r o u p  a r e  t h e  r i c e  m i l l i n g ,  c a s s a v a  p r o c e s s i n g ,  
g r a i n s / f l o u r  m i l l i n g ,  c o c o a  p r o c e s s i n g  a n d  v e g e t a b l e  o i l  m i l l i n g ,  a m o n g  o t h e r s .  
T h e  a g r o - b a s e d  i n d u s t r i a l  p o l i c y  o f  t h e  c o u n t r y  i s  d e r i v e d  f r o m  t h e  o v e r a l l  
i n d u s t r i a l  d e v e l o p m e n t  p o l i c y .  S p e c i f i c a l l y ,  i t s  o b j e c t i v e s  a r e  t o :  
( i )  p r o v i d e  g r e a t e r  e m p l o y m e n t  o p p o r t u n i t i e s ;  
( i i )  i n c r e a s e  p r i v a t e  s e c t o r  p a r t i c i p a t i o n  i n  t h e  m a n u f a c t u r i n g  s e c t o r  a m o n g  
o t h e r s .  T h e  s p e c i f i c  o b j e c t i v e s  o f  t h e  i n d u s t r i a l  s e c t o r  p o l i c y ,  u n d e r  
w h i c h  t h e  a g r o - b a s e d  i n d u s t r i e s  a r e  c l a s s i f i e d ,  a r e  n o t  s i g n i f i c a n t l y  
d i f l  
t h e  
V a r i o u s  s ·  
o b j e c t i v e :  
a m o n g  r c  
d e v e l o p i r .  
a c c e s s  t o e  
f o r v a r i o u  
a d o p t i o n , :  
h o u s e h o l c  
I n  t h e  b 1  
i n c r e a s e d  
t h e  e s t a b l i :  
i n  1 9 7 2 ,  t 1  
m o r e  r e c  
S c h e m e ( S  
D e s p i t e  t h  
s i g n i f i c a n t  
o f  A g r i c u l  
g r o w t h  r a 1  
b e t w e e n  1  
r a t e  o f  3  t <  
S o m e  a u t h  
w h o d o m i n  
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different from those for the agricultural sector. To a large degree, 
the objectives for both sectors seem to be mutually re-enforcing. 
Various strategies were embarked up<?n to facilitate the attainment of these 
objectives among which was formal credit delivery as it is generally agreed 
among researchers and policy makers that poor rural households in 
developing countries lack adequate access to credit. This lack of adequate 
access to credit is in tum believed to have significant negative consequences 
for various aggregate and household-level outcomes, including technology 
adoption, agricultural productivity, food security, nutrition, health, and overall 
household welfare. 
In the bid to increase farmers' access to credit and hence stimulate 
increased agricultural output, among the credit schemes instituted were; 
the establishment of the Nigerian Agricultural and Cooperative Bank(N ACB) 
in 1972, the Agricultural Credit Guarantee Scheme(ACGS) in 1977 and 
more recentl y the Small and Medium Scale Equity Investment 
Scheme(SMIEIS). 
Despite these efforts by government, agricultural output has not increased 
significantly in recent years. Available data indicated that, Aggregate Index 
of Agricultural Production which recorded a negative 0.9 percent average 
growth rate between 1970-1985, improved substantially to 9.0 percent 
between 1986-1993 but had since stagnated at an average annual growth 
rate of 3 to 4 percent. 
Some authors have maintained that access to credit by small scale farmers 
who dominate the Nigerian agricultural sector is a major constraint militating 
against increased agricultural productivity, while others believe that the high 
cost of credit is the problem. 
Consequently, this paper attempts to establish whether access to credit is 
the problem or cost of credit with the aid of structured questionnaires, using 
small scale farmers in Alimosho Local Government Area of Lagos State 
which is in rural Lagos as a case study. Result of this pilot enquiry is expected 
to guide future agricultural credit policy initiatives. 
The rest of this paper is distributed into four sections, with this Introduction 
as Section One. Section Two, highlights some relevant Literature reviewed 
in the course of this exercise. Section Three, is devoted to the review of 
some past agricultural credit initiatives by government. Section Four presents 
the results of our enquiry, while the last section summarises and concludes 
the paper. 
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L I T E R A T U R E  R E V I E W  
C r e d i t  p o l i c i e s  h a v e  b e e n  u s e d  w i d e l y  i n  N i g e r i a  t o  s t i m u l a t e  a g r i c u l t u r a l  
d e v e l o p m e n t .  M e e t i n g  c r e d i t  n e e d s  o r  c r e d i t  d e m a n d s ,  o r  e a s i n g  c r e d i t  
c o n s t r a i n t s  o f  a  s t r a t e g i c  s e c t o r  o r  a  t a r g e t  g r o u p ,  a r e  f r e q u e n t l y  m e n t i o n e d  
i n  d o c u m e n t s  u s e d  t o  s o l i c i t  s u p p o r t  f o r  p r o j e c t s  o f f e r i n g  c r e d i t .  P r o j e c t  
i d e n t i f i c a t i o n  a n d  p r e p a r a t i o n ,  t h e  f i r s t  s t a g e s  i n  t h e  p r o j e c t  c y c l e ,  o f t e n  
i n c l u d e  p r o j e c t i o n s  o f  c r e d i t  n e e d  f o r  c r e d i t  d e m a n d .  C r e d i t  n e e d ,  c r e d i t  
d e m a n d ,  a n d  c r e d i t  c o n s t r a i n s  c o m b i n e  a s  a  b r o a d  c r i t e r i o n  f o r  p r o v i d i n g  
f u n d s  f o r  c r e d i t  p r o g r a m s ,  f o r  c r e d i t  a l l o c a t i o n  a n d  f o r  g o v e r n m e n t  
i n t e r v e n t i o n  i n  f i n a n c e .  T h i s  s e c t i o n  h i g h l i g h t s  s o m e  t h e o r e t i c a l  a n d  e m p i r i c a l  
l i t e r a t u r e  o n  c r e d i t  p o l i c i e s  a s  a  b a c k g r o u n d  t o  t h i s  p a p e r .  
A s  o p i n e d  b y  Y o n  P i s c h k e (  1 9 9 1  ) ,  p r o c e d u r e s  u s e d  t o  a l l o c a t e  c r e d i t  c r i t i c a l l y  
a f f e c t  t h e  p e r f o r m a n c e  o f  c r e d i t  p r o g r a m s .  B e c a u s e  o f  t h e  l a r g e  v o l u m e  
o f  a s s i s t a n c e  d e v o t e d  t o  c r e d i t ,  a n d  b e c a u s e  o f  t h e  v a s t  p o t e n t i a l  f o r  t h e  
m o r e  e f f e c t i v e  u s e  o f  h u m a n ,  f i n a n c i a l  a n d  o t h e r  r e s o u r c e s  i n  l o w - i n c o m e  
c o u n t r i e s ,  c r e d i t  a l l o c a t i o n  s t r a t e g i e s  a n d  c r i t e r i a  d e s e r v e  c a r e f u l  
e x a m i n a t i o n .  
T h e  f u n d a m e n t a l  p r o b l e m  w i t h  c r e d i t  n e e d  a c c o r d i n g  t o  Yo n  P i s c h k e ,  i s  
t h a t  n e e d ,  a s  t h e  w o r d  i s  c o m m o n l y  u s e d ,  h a s  s o  l i t t l e  t o  d o  w i t h  f i n a n c e  o r  
w i t h  a  f i n a n c i a l  v i e w  o f  h u m a n  a c t i v i t y .  N e e d  i m p l i e s  s o m e t h i n g  a b s o l u t e ,  
l i k e  t h e  n e c e s s i t i e s  f o r  s u r v i v a l .  A s  a n  a b s o l u t e ,  n e e d  i g n o r e s  t h e  s u b t l e t i e s  
o f  r i s k  a n d  c o n f i d e n c e  a n d  d e n i e s  t h e  p o s s i b i l i t y  t h a t  t h e r e  m a y  b e  a l t e r n a t i v e  
w a y s  t o  a c h i e v e  d e v e l o p m e n t  o b j e c t i v e s .  W h e n  t h e s e  d i m e n s i o n s  a r e  
c o n s i d e r e d ,  i t  i s  c l e a r  t h a t  e q u a t i n g  c r e d i t  w i t h  n e e d  e a s i l y  o v e r s t a t e s  t h e  
r o l e  o f  c r e d i t ,  s u b m i t t e d  t h e  a u t h o r .  
Y o n  P i s c h k e ,  m a i n t a i n s  t h a t  i f  c r e d i t  i s  c o n s i d e r e d  a  b a s i c  n e c e s s i t y  f o r  
s u r v i v a l  o r  a  c r i t i c a l  m i s s i n g  l i n k  i n  p r o c e s s e s  t h a t  o u g h t  t o  p r o d u c e  g r o w t h ,  
a n  a t t i t u d e  i s  c u l t i v a t e d  t h a t  d o e s  n o t  a s s i s t  t h e  s e a r c h  f o r  g o o d  l o a n s  o r  f o r  
e f f i c i e n t  m e a s u r e s  c a p a b l e  o f  s t i m u l a t i n g  d e v e l o p m e n t .  T h o s e  g i v i n g  
" n e e d e d "  c r e d i t  m a y  b e  s h i e l d e d  f r o m  h a r d  s c r u t i n y .  P r o j e c t  d e s i g n e r s  
m a y  p o r t r a y  t h e i r  e f f o r t s  a s  g o o d  w o r k s ,  p r o v i d i n g  s o m e t h i n g  s o  c l e a r l y  
v a l u a b l e  t h a t  c l o s e  e x a m i n a t i o n  i s  n o t  h e l p f u l  o r  n e c e s s a r y ,  o r  a s  o f f e r i n g  
s o m e t h i n g  w i t h o u t  w h i c h  o t h e r  a c t i v i t i e s  e x p e c t e d  t o  h a v e  h i g h  r e t u r n s  
c a n n o t  b e  u n d e r t a k e n .  
T h e  a u t h o r  w e n t  f u r t h e r  b y  s t a t i n g  t h a t  e m p h a s i s  o n  c r e d i t  n e e d  m a y  a l s o  
l e a d  t o  e f f o r t s  t o  d i s c r e d i t  t h o s e  w h o  q u e s t i o n  t h e  c o n c e p t .  A t  t h e  e x t r e m e ,  
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sceptics may be portrayed as having no understandi ng of the problems of 
the poor, as unsympathetic to their condition, as ignorant of the dynamics of 
progress, and as generally incompetent to participate in the dialogue of 
development. 
According to the author, the assumption behind credi t need is that without 
credit very little happens: the technology or behaviour desired by development 
planners or project designers would no t be adopted by the target group of 
project beneficiaries. Evidence from a number of countries which suggests 
that, even without institutional credit, s ignificant advances occur was cited. 
Examples include expansion of informal credit in the Philippines in response 
to new investment opportunities in the Green Revolution, the tremendous 
popularity of savings clubs to facilitate fe rtilizer purchase by the rural poor 
in Zimbabwe, and experience with small business development in Colombia. 
Circumstantial evidence consists of the treme ndous progress made in 
developi ng country agriculture over the last 25 years, while far less than a 
third of rural househo ld receive off icia l credit. The author, then asked if it 
is reasonable to assume that these households alone are responsible for all 
of the progress? 
What are credit needs and how are they quantified? The author used the 
results of the All-India Rural Credit Survey published in the 1950s as an 
analogy in response to this critical question. This survey was said to have 
provided the basis for the construction of one of the world 's largest rural 
credit systems. More than any other event, the survey marked the start of 
the modern era of government attempts to use credit on a broad scale for 
purposes regarded as developmental. Along with the European cooperative 
model and the US Farmers Home Admi nistration model, the Indian rural 
credit system, at least at one time, inspired credit project designers around 
the world. 
The survey report according to Von Pi schke, defines credit needs variously 
as: 
• The amount of credit a rural fam ily actually obtains . 
• The amount of credit a rural fami ly wants to obtain for e ither 
proper and legitimate productive purposes that would be economic and 
enable loans to be se lf-liquidating, or 
activities that are not directly producti ve, such as family consumption . 
In the latter case, need could be inferred with reference to the 
maintenance of some accepted or acceptable standard of living and to 
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t h e  i n a b i l i t y  o f  t h e  f a m i l y  t o  r e p a y  w i t h o u t  s a c r i f i c i n g  s u c h  a  s t a n d a r d  
o f l i v i n g .  
•  F u n d s  r e q u e s t e d  i n  a d d i t i o n  t o  l o a n s  a c t u a l l y  o b t a i n e d  t h a t ,  t o  b e  p r o v i d e d  
w o u l d  r e q u i r e  c h a n g e s  i n  p r e v a i l i n g  l e n d i n g  t e r m s  a n d  c o n d i t i o n s  ( i n t e r e s t ,  
t e n o r ,  s e c u r i t y ,  e t c . )  t o  p e r m i t  p r o f i t a b l e  u s e  b y  b o r r o w e r s .  
•  A r i s i n g  f r o m  " s t a n d a r d s  o f  p e r f o r m a n c e  a n d  e f f i c i e n c y  i n  p r o d u c t i o n  
o r  o f  l i v i n g  i n  c o n s u m p t i o n "  r e l a t e d  t o  i n p u t  r e q u i r e m e n t s  f o r  c r o p s  a n d  
t h e  o p t i m u m  u s e  o f  l a n d ,  o r  t o  s o m e  m i n i m u m  a c c e p t a b l e  s t a n d a r d  o f  
l i v i n g .  T h i s  r e q u i r e m e n t  c o u l d  b e  d e m o n s t r a t e d  b y  d i f f e r e n c e s  i n  
h u s b a n d r y  p r a c t i c e s  a n d  l i v i n g  c o n d i t i o n s  b e t w e e n  s t r a t a  o f  s o c i e t y  
o b t a i n i n g  c r e d i t  a n d  t h o s e  n o t  o b t a i n i n g  c r e d i t .  
•  T h e  a d d i t i o n a l  c r e d i t  t h a t  c o u l d  b e  s u p p l i e d  b y  a  r e o r g a n i z e d  o r  i d e a l  
c r e d i t  s y s t e m  o f f e r i n g  t e r m s  a n d  c o n d i t i o n s  d i f f e r e n t  f r o m  t h o s e  p r e s e n t l y  
a v a i l a b l e ,  i n  t h e  f o r m  o f  a  d e m a n d  s c h e d u l e  f o r  c r e d i t  f o r  p r o d u c t i v e  
u s e s .  
•  C h a n g e s  i n  i n v e s t m e n t  o r  d i f f e r e n c e s  i n  l e v e l s  o f  i n v e s t m e n t  a s s o c i a t e d  
w i t h  v a r i a b l e s  o t h e r  t h a n  t h e  s i z e  o f  f a r m i n g  a c t i v i t i e s ;  t h a t  i s ,  i n v e s t m e n t  
u s e d  f o r  p u r p o s e s  o t h e r  t h a n  t h e  p u r c h a s e  o f  l a n d .  
•  C r e d i t  r e q u i r e d  f o r  t h e  p u r c h a s e  o f  l a n d .  
•  C r e d i t  u s e  r e l a t e d  t o  a c t u a l  e x p e n d i t u r e s  b y  c u l t i v a t o r s ,  o r  t o  s o m e  
f r a c t i o n  o r  p o s s i b l y  m u l t i p l e  o f  a c t u a l  e x p e n d i t u r e s .  
•  T h e  r e p o r t e d  r e q u i r e m e n t s  o f  c u l t i v a t o r s  f o r  s p e c i f i c  p u r p o s e s .  
•  C o m p a r i s o n  " b e t w e e n  r e l a t i v e  i m p o r t a n c e  o f  a n  ( e x p e n d i t u r e )  i t e m  i n  
t h e  t o t a l  r e p o r t e d  c r e d i t  r e q u i r e m e n t s  a n d  t h e  r e l a t i v e  i m p o r t a n c e  o f  
t h e  e x p e n d i t u r e  o n  t h e  i t e m  i n  t h e  a c t u a l  t o t a l  e x p e n d i t u r e  i n c u r r e d  o n  
a l l  i t e m s  u n d e r  c o n s i d e r a t i o n "  f o r  a  s u r v e y e d  h o u s e h o l d  a n d  p e r i o d .  
•  I n d i c a t o r s  o f  " r e a l  e f f o r t s  t h a t  m i g h t  b e  m a d e  i f  t h e  r e p o r t e d  c r e d i t  
r e q u i r e m e n t s  o r  p a r t s  o f  t h e m  c o u l d  b e  m e t  o n  t e r m s  t h a t  a r e  r e a s o n a b l e ,  
t h o u g h  n o t  n e c e s s a r i l y  a s  l o w  a s  t h e  c u l t i v a t o r  r e p o r t e d  i n  r e p l y  t o  t h e  
q u e s t i o n n a i r e  u s e d  t o  o b t a i n  e s t i m a t e s  o f  c r e d i t  n e e d s " .  
T h e s e  d e f i n i t i o n s  a c c o r d i n g  t o  Yo n  P i s c h k e ,  i n c l u d e  r e f e r e n c e s  t o  l e v e l s  o f  
p r o d u c t i o n ,  a d m i n i s t r a t i v e l y - d e t e r m i n e d  s t a n d a r d  o f  l i v i n g  t a r g e t s ,  a n d  t h e  
a m o u n t  o f  c r e d i t  r e q u e s t e d  o r  p r o v i d e d  o r  t h a t  m i g h t  b e  a v a i l a b l e  u n d e r  
i d e a l  c o n d i t i o n s .  C o n c e r n  f o r  r e p a y m e n t  t h e  a u t h o r  f e l t ,  i s  n o t  a  p r o m i n e n t  
f e a t u r e  h e r e .  T h e  p r o m o t e r s  o f  a  c r e d i t  p r o j e c t  c a n  d e f i n e  n e e d  a s  t h e y  
c h o o s e  a n d  p r o c e e d  t o  m e e t  t h e  n e e d  t h e y  c l a i m  t h e y  h a v e  i d e n t i f i e d .  F a l s e  
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confidence or simplistic approaches based on credit need lead to systems 
of credit allocation that operate with little meaningful quantification , s light 
regard for risk and confidence, and lagging loan collections, the author 
concluded. 
The articl~ by Balogun, E. D. and Otu, M. F. (199 1) evaluated through 
econometric methods the influence of credi t polices on both institutional 
lending and borrowing behaviour offarmers, and ascertained the relationship 
between credit and agricultural developments . The results showed that 
credit quota and portfolio ceiling devices and the pursuit of cheap interest 
rate policies had negative effect on agricultural credit supply, while policies 
associated with plough back of rural savings mobilization and availability of 
guarantee were marginally effective. Farmers demand for credit was 
influenced mainly by the availability of credit subsidies, relative profitability 
of the farming enterprise vis-a-vis manufacturing investment portfolios; 
and availability of guarantees. However, availability of rural bank branches 
according to Balogun and Otu did not confer accessibility to institutional 
farm credit, and rising trend in farm credit outstanding did not imply rising 
access to institutional credit. Finally the study showed that a pos itive but 
inelastic relationship existed between credit and agricultural output. Among 
the key factors which militate against the effectiveness of agricultural credit 
policies according to the authors included: lack of viable technologies and 
defective production environment, weak and defective administrative set-
ups for credit policy implementation and the wrong perception of the roles 
of credit in development which informed the pursuit of defective financial 
intermediation policies that tended to undermine rather than promote growth. 
An agenda for credit policy reforms by the authors stressed the need to 
evolve and adopt policies, which foster desirable financial technologies, 
which serve both the interest of institutional borrowers and lenders. 
A review of the works by Aliou Diagne and Manfred Zeller (200 1) revealed 
that as in many countries in Sub-Saharan Africa, the majority of poor 
smallholders in Malawi are left out of the agricultural extension and credit 
systems. These households, characterized by landholdings of less than 1 
hectare and very low crop yields, are unable to grow enough food to feed 
themselves even though they focus much effort on producing food crops, 
especially maize. It had been argued that most of these farmers are too 
poor and cash-strapped to be able to be nefit from any kind of access to 
credit and that, even if they received adequate supplies of the right inputs, 
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t h e i r  l a n d  c o n s t r a i n t s  a r e  s o  s e v e r e  t h a t  a n y  i n c r e a s e  i n  p r o d u c t i v i t y  w o u l d  
s t i l l  f a l l  s h o r t  o f  g u a r a n t e e i n g  t h e i r  f o o d  s e c u r i t y .  F o r  t h e s e  h o u s e h o l d s ,  
c r e d i t  t o  s u p p o r t  n o n - f a r m  i n c o m e  g e n e r a t i n g  a c t i v i t i e s  h a d  b e e n  s u g g e s t e d  
a s  a  p o l i c y  a l t e r n a t i v e  f o r  a l l e v i a t i n g  t h e i r  f o o d  i n s e c u r i t y .  
T o  g a i n  a  b e t t e r  u n d e r s t a n d i n g  o f  t h e  p o s s i b l e  r o l e  o f  c r e d i t  i n  i m p r o v i n g  
h o u s e h o l d  f o o d  s e c u r i t y  a n d  a l l e v i a t i n g  p o v e r t y  i n  M a l a w i ,  i n  N o v e m b e r  
1 9 9 4  t h e  I n t e r n a t i o n a l  F o o d  P o l i c y  R e s e a r c h  I n s t i t u t e  a n d  t h e  D e p a r t m e n t  
o f  R u r a l  D e v e l o p m e n t ,  B u n d a  C o l l e g e  o f  A g r i c u l t u r e ,  U n i v e r s i t y  o f  ~alawi. 
i n i t i a t e d  a  r e s e a r c h  p r o g r a m  o n  r u r a l  f i n a n c i a l  m a r k e t s  a n d  h o u s e h o l d  f o o d  
s e c u r i t y  i n  M a l a w i .  T h e  m a i n  o b j e c t i v e  o f  t h e  r e s e a r c h  p r o g r a m  w a s  t o  
a n a l y s e  t h e  d e t e r m i n a n t s  o f  a c c e s s  t o  c r e d i t  i n  M a l a w i  a n d  i t s  i m p a c t  o n  
f a r m  a n d  n o n - f a r m  i n c o m e  a n d  o n  h o u s e h o l d  f o o d  s e c u r i t y .  T h e  s t u d y  a l s o  
s o u g h t  t o  q u a n t i f y  t h e  r e l a t i o n s h i p  b e t w e e n  t h e  d e m a n d  f o r  f o r m a l  l o a n s  
a n d  t h a t  f o r  i n f o r m a l  l o a n s .  F r o m  a  p o l i c y  p e r s p e c t i v e ,  s u c h  a n  a n a l y s i s  
w a s  s a i d  t o  b e  i m p o r t a n t  f o r  a t  l e a s t  t w o  r e a s o n s .  F i r s t ,  b y  q u a n t i f y i n g  t h e  
w e l f a r e  i m p a c t  o f  a c c e s s  t o  f i n a n c i a l  s e r v i c e s ,  i t  c o u l d  i n f o r m  p o l i c y m a k e r s  
a b o u t  t h e  s o c i a l  b e n e f i t s  o f  p o l i c y  s t r a t e g i e s  t o  p r o m o t e  t h e  f o r m a t i o n  a n d  
e x p a n s i o n  o f  m i c r o - f i n a n c e  i n s t i t u t i o n s  i n  r u r a l  a r e a s .  S e c o n d ,  t h e  a n a l y s i s  
c o u l d  p r o v i d e  k n o w l e d g e  a b o u t  t h e  r e l a t i v e  i m p o r t a n c e  o f  t h e  v a r i o u s  s o c i o -
e c o n o m i c  f a c t o r s  w i t h i n  o r  b e y o n d  t h e  c o n t r o l  o f  p o l i c y  t h a t  d e t e r m i n e  
w h e t h e r  o r  n o t  s o m e  h o u s e h o l d s  w i l l  b e n e f i t  f r o m  a c c e s s  t o  f o r m a l  c r e d i t .  
T h i s  l a t t e r  i n f o r m a t i o n  a c c o r d i n g  t o  t h e  a u t h o r s  c o u l d  g u i d e  t h e  d e s i g n  o f  
i n s t i t u t i o n a l  a r r a n g e m e n t s  a n d  t h e  c h o i c e  o f  f i n a n c i a l  s e r v i c e s  t o  b e  o f f e r e d  
t o  d i f f e r e n t  t a r g e t  g r o u p s .  
T h e  s t u d y  a n a l y s e d  t h e  d e t e r m i n a n t s  o f  a c c e s s  t o  f o r m a l  a n d  i n f o r m a l  c r e d i t  
a n d  t h e  d e m a n d  f o r  l o a n s .  I t  f o u n d  t h a t  f o r m a l  l e n d e r s  i n  M a l a w i ,  s u c h  a s  
r u r a l  b a n k s ,  s a v i n g s  a n d  c r e d i t  c o o p e r a t i v e s ,  a n d  s p e c i a l  c r e d i t  p r o g r a m s  
s u p p o r t e d  b y  t h e  g o v e r n m e n t  a n d  n o n g o v e r n m e n t a l  o r g a n i z a t i o n s ,  p r e f e r r e d  
t o  g i v e  l o a n s  t o  h o u s e h o l d s  w i t h  d i v e r s i f i e d  a s s e t  p o r t f o l i o s  a n d  t h e r e f o r e  
m o r e  d i v e r s i f i e d  i n c o m e s .  T h i s  w a s  p r e s u m a b l y  d o n e  t o  i n c r e a s e  a n d  s t a b i l i z e  
r e p a y m e n t  r a t e s .  I t  a l s o  f o u n d  t h a t  h o u s e h o l d s  i n  M a l a w i  w e r e  g e n e r a l l y  
c r e d i t  c o n s t r a i n e d  i n  b o t h  t h e  f o r m a l  a n d  i n f o r m a l  s e c t o r s  o f  t h e  c r e d i t  
m a r k e t .  F o r  e x a m p l e ,  c l o s e  t o  h a l f  o f  t h e  h o u s e h o l d s  p a r t i c i p a t i n g  i n  f o r m a l  
c r e d i t  p r o g r a m s  s t i l l  h a d  b i n d i n g  c r e d i t  c o n s t r a i n t s .  H o w e v e r ,  M a l a w i a n  
h o u s e h o l d s  w o u l d  b o r r o w  o n  a v e r a g e  o n l y  a b o u t  h a l f  t h e  a m o u n t  o f  a n y  
i n c r e a s e  i n  t h e i r  c r e d i t  l i m i t s .  
T h e  l e v e l  o f  i :  
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The level of interest rates charged on loan according to the authors, seemed 
not to be an important fac tor for househo lds in deciding in which micro-
finance institutio n to participate. Non-price attributes o f c redit institutions 
and their services play a larger role. These attributes include the types of 
loans provided and the restric ti ons on their use, as well as the types of non-
financial services provided by the progra ms, such as tra ining in the 
management of micro-enterprises. This result suggested that the acceptance 
of an institution by its cl ientele, and therefo re its prospects for growth and 
sustainability, were determined by a range of characteristics of both its 
financial and its non-financial services. 
The main findings of the study regarding the impact of access to credit on 
household welfare outcomes did not suppOtt the notion that improving access 
to micro-credit is always a potent means for a lleviating poverty- an opinion 
that was said to have been voiced, at the M icro-credit Summit in Washington, 
D.C, in February 1997. Both the tabular and the econometric analysis o f 
their results showed that when ho useho lds choose to borrow they realize 
lower net crop incomes than no n-borrowers. Although this result was no t 
statistically significant, it nonetheless pointed out the risk of borrowing that 
borrowers can be worse off afte r repaying the principal and interest. 
Two main reasons for the negative (albeit insignificant) relationship between 
borrowing and net crop incomes were identified in this Malawian study. 
Both had important implications for financial sector po licy and the conduct 
of rural fi nancial insti tutions in the country (Malawi). The firs t reason was 
the focus of the loan portfolio on one loan product, which provided farmers 
too much costly fertilizer for hybrid maize. Three of the four institutions 
investigated in the study provided agricultura l c redit, focusing mainly on an 
input package for hybrid maize. The second reason was the below-average 
rainfall in the two survey years and the concentration of the loan portfolios 
of the formal lenders on maize, a drought-sensitive crop. 
Consistent with the insignificant results for crop income, they found no 
significant impact of access to credit on the per capita income, food security, 
and nutritional s ta tus of credit progra m me mbers. As the credit services of 
the formal institutions were mostly geared toward income genera tion, and 
in particu lar toward the growing of fertilized hybrid maize and tobacco, 
access to the type of credit products offered in Malawi was expected to 
have mostly indirect effects on consumption and nutrition through its potential 
effect on income. The rural fi nancia l institutions in Malawi covered in the 
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s t u d y  d i d  n o t  o f f e r  f i n a n c i a l  p r o d u c t s ,  s u c h  a s  c o n s u m p t i o n  c r e d i t  a n d  
p r e c a u t i o n a r y  s a v i n g s  o p t i o n s  t h a t  c o u l d  e v e n t u a l l y  h a v e  a  d i r e c t  e f f e c t  o n  
c o n s u m p t i o n  o r  o n  n u t r i t i o n a l  s t a t u s .  
G r o w i n g  t o b a c c o  w a s  f o u n d  t o  b e  t h e  m o s t  i m p o r t a n t  d e t e r m i n a n t  o f  
h o u s e h o l d  c r o p  i n c o m e .  A n o t h e r  f i n d i n g  o f  t h e  s t u d y ,  h o w e v e r ,  w a s  t h e  
f a c t  t h a t  h o u s e h o l d s  t h a t  g r e w  t o b a c c o  w e r e  l e s s  f o o d  s e c u r e ,  w i t h  
s i g n i f i c a n t l y  l o w e r  p e r  c a p i t a  d a i l y  c a l o r i e  i n t a k e  a n d  a  h i g h e r  p r e v a l e n c e  
o f  b o t h  c h r o n i c  a n d  a c u t e  m a l n u t r i t i o n  c o m p a r e d  w i t h  h o u s e h o l d s  t h a t  d o  
n o t .  T h e  f o o d  i n s e c u r i t y  a n d  m a l n u t r i t i o n  o f  t o b a c c o  h o u s e h o l d s  w e r e  t r a c e d  
t o  t h e  c o m b i n a t i o n  o f  l a r g e r  t h a n  a v e r a g e  h o u s e h o l d  s i z e s  b e c a u s e  o f  t h e  
l a b o u r - i n t e n s i v e  n a t u r e  o f  t o b a c c o  g r o w i n g  a n d  t h e  h i g h  r e l a t i v e  c o s t  o f  
b u y i n g  m a i z e  f o r  c o n s u m p t i o n .  T h e  s t u d y  a l s o  f o u n d  t h a t  t h e  p r i c e  o f  m a i z e  
h a d  a  s i g n i f i c a n t  a n d  n e g a t i v e  d i r e c t  i m p a c t  o n  h o u s e h o l d  p e r  c a p i t a  c a l o r i e  
i n t a k e ,  w h i l e  i t s  i n d i r e c t  e f f e c t  o n  t h e  l a t t e r  t h r o u g h  h o u s e h o l d  i n c o m e  w a s  
p o s i t i v e  b u t  s t a t i s t i c a l l y  i n s i g n i f i c a n t .  T h i s  f i n d i n g  a c c o r d i n g  t o  t h e  a u t h o r s ,  
w a s  c o n s i s t e n t  w i t h  t w o  o t h e r  f i n d i n g s  o f  t h e  s t u d y :  t h a t  t h e  m a r g i n a l  i m p a c t  
o f  t h e  p r i c e  o f  m a i z e  o n  h o u s e h o l d  i n c o m e ,  a l t h o u g h  s i z a b l e ,  w a s  no t  
s t a t i s t i c a l l y  d i f f e r e n t  f r o m  z e r o  a n d  t h a t  s m a l l h o l d e r  f a r m e r s  i n  M a l a w i  
w e r e ,  o n  a v e r a g e ,  n o t  b u y e r s  o f  m a i z e  b e c a u s e  o f  t h e i r  5 9  p e r c e n t  a v e r a g e  
m a i z e  s e l f - s u f f i c i e n c y .  T h e r e f o r e  a n y  i n c r e a s e  i n  t h e  p r i c e  o f  m a i z e  wa s  
l i k e l y  t o  h a v e  a  n e g a t i v e  i m p a c t  o n  t h e  f o o d  s e c u r i t y  o f  t h e  a v e r a g e  
s m a l l h o l d e r  f a r m  h o u s e h o l d .  
A  m a j o r  c o n c l u s i o n  o f  t h i s  s t u d y  w a s  t h a t  t h e  c o n t r i b u t i o n  o f  r u r a l  m i c r o  
f i n a n c e  i n s t i t u t i o n s  t o  t h e  i n c o m e  o f  s m a l l h o l d e r s  c o u l d  b e  l i m i t e d  o r  o u t r i g h t  
n e g a t i v e  i f  t h e  d e s i g n  o f  t h e  i n s t i t u t i o n s  a n d  t h e i r  s e r v i c e s  d o e s  n o t  t a k e  i n t o  
a c c o u n t  t h e  c o n s t r a i n t s  o n  a n d  d e m a n d s  o f  t h e i r  c l i e n t s .  T h a t ,  d e v e l o p i n g  
a t t r a c t i v e  c r e d i t  s e r v i c e s  r e q u i r e s  b o t h  i d e n t i f y i n g  f a r m  a n d  n o n - f a r m  
e n t e r p r i s e s  a n d  t e c h n o l o g i e s  t h a t  a r e  p r o f i t a b l e  u n d e r  t h e  c o n d i t i o n s  
e x p e r i e n c e d  b y  s u b s i s t e n c e - o r i e n t e d  f a r m e r s  a n d  r e s p o n d i n g  t o  t h e  n u m e r o u s  
c o n s t r a i n t s  o f  r e s o u r c e - p o o r  r u r a l  h o u s e h o l d s .  T h e  r e s u l t s  s u g g e s t e d  t h a t  a  
s t r a t e g y  o f  e x p a n d i n g  f i n a n c i a l  i n s t i t u t i o n s  i n  r u r a l ,  d r o u g h t - p r o n e  a r e a s  
w i t h  i n a d e q u a t e  m a r k e t  a n d  o t h e r  i n f r a s t r u c t u r e  m a y - a t  l e a s t  i n  b e l o w -
a v e r a g e  r a i n f a l l  y e a r s - h a v e  n o  s i g n i f i c a n t  p o s i t i v e  w e l f a r e  e f f e c t s .  T h e  
r i s k  o f  d r o u g h t  i n  M a l a w i ,  a s  i n  m u c h  o f  r a i n - f e d  S u b - S a h a r a n  A f r i c a  a n d  
o t h e r  c o u n t r i e s ,  c o n s t i t u t e s  a  c o n s i d e r a b l e  c h a l l e n g e  f o r  d e v e l o p i n g  
s u s t a i n a b l e  r u r a l  f i n a n c i a l  i n s t i t u t i o n s .  I n  s u c h  e n v i r o n m e n t s ,  a  s t r a t e g y  
p r o v i d i n g  f o r  g r e a t e c  d i v e r s i f i c a t i o n  o f  t h e  p o r t f o l i o  o f  a s s e t s  a n d  l i a b i l i t i e s  
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of the rural financial institutions, as well as adequate provisions for loan 
defaults and the building up of reserves for rescheduling loans, was said to 
be a necessary precondition for rural financial institutions to prosper and to 
be able to offer their clientele reliable access to future credit and savings 
services. 
The necessary resources, infrastructure, and socio-economic environment 
were said not to be in place yet, for access to formal credit to realize its full 
potential benefits for Malawi's rural population. Therefore-considering that 
the formation of sustainable rural financial institutions was a difficult task 
to achieve in rural economies that lack irrigation, exhibit insufficient hard 
and soft infrastructure, and support a poorly educated rural population 
adversely affected by malnutrition and disease, and considering that the 
benefits at the household level may not materialize in drought years-the 
report recommended a cautions and gradual strategy for expansion of rural 
financial institutions in Malawi. This strategy the authors felt, would require 
direct support by the state thro ugh an adequate legal and regulatory 
framework, through the support of institutional innovations and pilot programs 
in rural areas that may have the potential to reduce transaction costs in 
providing savings, credit, and insurance services to rural clientele. 
Adoption of a cautious strategy would also imply that the formation and 
initial expansion of rural financial institutions should focus on high potential 
agricultural areas that allow for lending to those growing a diversified array 
of cash and food crops as well as offering financial services for off-farm 
enterprises at low transaction costs. This the authors said did not mean that 
low-potential and drought-prone agricultural areas should be neglected, 
because credit may be the best or only option for the smallholder farmers 
to finance their input acquisitions after experiencing a crop failure. Indeed 
the evidence showed that without access to credit the ability of smallholder 
farmers to recover from a crop failure was extremely limited. The mere 
knowledge that credit will be available in case of crop failure can be 
beneficial to poor farmers by inducing them to adopt new and more risky 
but potentially profitable crops or technologies. Their econometric analysis 
confirmed the positive and quite sizable (though not statistically significant) 
impact of merely having the option to borrow, even if it is not exercised. 
However, the expansion of micro finance into marginal areas with insufficient 
market and other infrastructure the authors said, should be coupled with a 
greater emphasis on other growth and welfare-enhancing investments (such 
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a s  t h o s e  i n  t r a n s p o r t ,  h e a l t h ,  a n d  c o m m u n i c a t i o n s  i n f r a s t r u c t u r e )  a n d  w i t h  
t a r g e t e d  s a f e t y - n e t  i n t e r v e n t i o n s  f o r  t h e  v e r y  p o o r .  
I n  s u m m a r y ,  t h e r e f o r e ,  b e n e f i t s  o f  a c c e s s  t o  c r e d i t  f o r  s m a l l h o l d e r  f a r m e r s  
d e p e n d  o n  a  r a n g e  o f  a g r o - e c o l o g i c a l  a n d  s o c i o - e c o n o m i c  f a c t o r s ,  s o m e  o f  
w h i c h  a r e  t i m e - v a r i a n t  a n d  s u b j e c t  t o  s h o c k s  s u c h  a s  d r o u g h t .  A c c e s s  t o  
c r e d i t  i s  t h e r e f o r e  n o  p a n a c e a  f o r  p o v e r t y  a l l e v i a t i o n .  T h e  f u l l  p o t e n t i a l  o f  
c r e d i t  a c c e s s  i n  i n c r e a s i n g  t h e  w e l f a r e  o f  t h e  p o o r  c a n  o n l y  b e  r e a l i z e d  i f  
c o u p l e d  w i t h  a d e q u a t e  i n v e s t m e n t s  i n  h a r d  a n d  s o f t  i n f r a s t r u c t u r e  a s  w e l l  
a s  i n v e s t m e n t s  i n  h u m a n  c a p i t a l .  
G h a n a  i s  r e p o r t e d  t o  h a v e  a  t i e r e d  r a n g e  o f  f o r m a l ,  s e m i - f o r m a l  a n d  i n f o r m a l  
i n s t i t u t i o n s ,  p r o v i d i n g  m i c r o - f i n a n c e  s e r v i c e s  t o  t h e  u r b a n  a n d  r u r a l  p o o r  
a n d  u n d e r s e r v e d  s e c t o r s  o f  t h e  e c o n o m y .  F i n a n c i a l  i n t e r m e d i a t i o n  a n d  
c r e d i t  a c t i v i t i e s  a r e  u n d e r  t h e  r e g u l a t o r y  j u r i s d i c t i o n  o f  t h e  B a n k  o f  G h a n a  
( B O G ) .  T h e  r e g u l a t o r y  f r a m e w o r k  u n d e r  t h e  B a n k i n g  L a w  (  1 9 8 9 )  a n d  t h e  
N o n - B a n k  F i n a n c i a l  I n s t i t u t i o n s  ( N B F I )  L a w  (  1 9 9 3 )  a c c o m m o d a t e  a  t i e r e d  
s t r u c t u r e  o f  l i c e n s e d  f i n a n c i a l  i n t e r m e d i a r i e s  a n d  o f  f i n a n c i a l  r e g u l a t i o n .  
A m o n g  t h e  r a n g e  o f  i n s t i t u t i o n s  p r o v i d i n g  m i c r o  f i n a n c e  s e r v i c e s  ( m o s t l y  
m i c r o  c r e d i t  a n d  s a v i n g s  f a c i l i t i e s )  i s  t h e  A g r i c u l t u r a l  D e v e l o p m e n t  B a n k .  
T h e  b a n k  w a s  s e t  u p  b y  A c t  o f  P a r l i a m e n t  i n  1 9 6 5  a s  t h e  A g r i c u l t u r a l  
C r e d i t  a n d  C o o p e r a t i v e  B a n k  t o  p r o m o t e  a n d  m o d e r n i s e  t h e  a g r i c u l t u r a l  
s e c t o r  t h r o u g h  a p p r o p r i a t e  f i n a n c i a l  i n t e r m e d i a t i o n .  I n  1 9 6 7 ,  t h e  n a m e  o f  
t h e  b a n k  w a s  c h a n g e d  t o  t h e  A g r i c u l t u r a l  D e v e l o p m e n t  B a n k  ( A D B )  a n d  
i t s  f u n c t i o n s  w e r e  a l s o  b r o a d e n e d  i n  1 9 7 0 .  T h e  A D B  t h e n  t o o k  a d v a n t a g e  
o f  G h a n a ' s  n e w  B a n k i n g  L a w  t o  b r o a d e n  i t s  c o r p o r a t e  m i s s i o n  f r o m  m e r e  
d i s p e n s i n g  o f  a g r i c u l t u r a l  c r e d i t  s c h e m e s  t o  u n d e r t a k e  t h e  e n t i r e  r a n g e  o f  
f i n a n c i a l  i n t e r m e d i a t i o n  w i t h o u t  s a c r i f i c i n g  i t s  p r i m a r y  f u n c t i o n .  
A D B  i s  c u r r e n t l y  t h e  b i g g e s t  p r o v i d e r  o f  i n s t i t u t i o n a l  f i n a n c i n g  o r  c r e d i t  t o  
t h e  G h a n a i a n  a g r i c u l t u r a l  s e c t o r .  I t s  s h a r e  o f  t o t a l  b a n k  l e n d i n g  t o  t h e  s e c t o r  
i s  s a i d  t o  b e  8 5  p e r c e n t .  T h i s  i s  i n  t h e  f a c e  o f  t h e  g r o w i n g  w i t h d r a w a l  o f  t h e  
t r a d i t i o n a l  c o m m e r c i a l - o r i e n t e d  f i n a n c i a l  i n s t i t u t i o n s  f r o m  t h e  s e c t o r  d u e  t o  
t h e  p e r c e i v e d  h i g h  r i s k  a n d  h i g h  c o s t  a s s o c i a t e d  w i t h  l e n d i n g  a n d  o t h e r  
o p e r a t i o n s  i n  t h e  a g r i c u l t u r a l  s e c t o r .  T h e  b a n k  o p e r a t e s  t h r o u g h o u t  G h a n a  
w i t h  4 2  b r a n c h e s  a n d  6  a r e a  o f f i c e s .  
A n a l y s i s  o f  A D B  ' s  l o a n  p o r t f o l i o  i n  2 0 0 2 ,  i n d i c a t e d  t h a t  t h e  A g r i c .  a n d  
A l l i e d  s e c t o r  t o o k  t h e  l i o n s  s h a r e  o f  7 0 . 9 0  p e r c e n t ,  C o m m e r c e  a n d  F i n a n c e  
( 6 . 2 8  p e r c e n t ) ,  M a n u f a c t u r i n g  ( 4 . 16  p e r c e n t ) ,  C o n s t r u c t i o n ,  M i n i n g  a n d  
s e r v i c e s  ( 7 . 7 0  p e r c e n t ) ,  F u e l  a n d  G a s  ( 0 . 7 0  p e r c e n t )  w h i l e ,  M i s c e l l a n e o u s  
s e c t o r s  g  
s h a r e  s h e  
( 2 5 . 5 0  p~ 
A g r i c .  M  
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sectors got I 0.22 percent. A breakdown, of the Agric. and Allied sectors 
share showed that, Industrial Crops received 47.28 percent, Food crops 
(25.50 percent) Cocoa (10.97 percent), Poultry/Livestock (4.38 percent), 
Agric. Marketing (7 .17 percent) while the Non-Traditional agricultural 
sector, which provides services to the mainstream agricultural sector, such 
as the importation and supply of agricultural inputs, distribution and storage 
of agricultural produce , hiring of agricultural equipment, and the provision 
of transport and haulage services, got 4.69 percent. 
REVIEW OF THE GOVERNMENT AGRI-BUSINESS FINANCING 
INITIATIVES (1970-2004) 
The past approach to economic development in Nigeria relied heavily on 
government intervention in virtually all the sectors of the economy, including 
the financial sectors. Thus, in the bid to provide access to investible funds 
to induce output growth for the improvement in living standards in the rural 
areas, which were perceived to have been more disadvantaged the Central 
Bank of Nigeria (CBN) through its various policy circulars compelled 
commercial and merchant banks to open branches in rural areas in 1977, in 
addition to the various speciali sed financial institutions established by 
government in the early 1970s. 
In the 1980s government established more specialised financial institutions 
targeted specifically at the low income group and the rural communities. In 
the 1990s up to the present time (2004) government have continued to 
evolve policies aimed at further increas ing the access of the rural 
communitie s and the small and medium scale enterprises to financial 
services. A brief appraisal of some of the institutions created and policy 
measures evolved by government to provide financial services to the rural 
communities in the past are presented below. 
Appraisal of Development Finance Institutions 
Development Finance Institutions (DFis) or specialised financial institutions 
were established to contribute to the development of speci fi c sectors of the 
economy. Among the firs t to be established were the Nigerian Industrial 
Developme nt Bank (NIDB), Nigerian Bank for Commerce and Industry 
(NBCI) and the Nigerian Agricultural and Co-operative Bank (NACB ). 
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( a )  T h e  N i g e r i a n  I n d u s t r i a l  D e v e l o p m e n t  B a n k  ( N I D B )  
T h e  N I D B  w a s  e s t a b l i s h e d  i n  1 9 6 4  a n d  c h a r g e d  w i t h  t h e  f u n c t i o n  o f  
h a r n e s s i n g  l o c a l  a n d  f o r e i g n  s k i l l s  a n d  l o c a l  a n d  f o r e i g n  p r i v a t e  c a p i t a l  i n  
t h e  d e v e l o p m e n t  o f  n e w  i n d u s t r i e s  a n d  t h e  e x p a n s i o n  o f  e x i s t i n g  o n e s .  T h e  
N I D B  s o u r c e d  f u n d s  f r o m  b a n k s ,  t h e  C B N ,  a n d  F e d e r a l  G o v e r n m e n t  a n d  
t h e  I n t e r n a t i o n a l  F i n a n c e  C o r p o r a t i o n .  N I D B ' s  t o t a l  d i s b u r s e m e n t s  f o r  
v a r i o u s  p r o j e c t s  g r e w  f r o m  N 5 0 . 3  m i l l i o n  i n  1 9 8 0  t o  p e a k  a t  N  l  , 2 9 4 . 2  m i l l i o n  
i n  1 9 9 2 .  S u b s e q u e n t l y ,  c r e d i t  a c t i v i t i e s  o f  t h e  i n s t i t u t i o n  d e c l i n e d ,  d r o p p i n g  
t o  N 8 5 . 3  m i l l i o n  i n  1 9 9 8 .  L i k e  o t h e r  D F i s ,  N I D B  w a s  f a c e d  w i t h  o n e  
p r o b l e m  o r  t h e  o t h e r  r a n g i n g  f r o m  p o o r  a s s e t  q u a l i t y  t o  m a n a g e m e n t  
p r o b l e m s .  A  r e s t r u c t u r i n g  e x e r c i s e  w a s  c o m m e n c e d  i n  t h e  l a t e  1 9 9 0 s  a n d  
t h i s  h a s  l e d  t o  t h e  m e r g e r  o f  m o s t  o f  t h e  d e v e l o p m e n t  f i n a n c e  i n s t i t u t i o n s  i n  
t h e  c o u n t r y .  
( b )  T h e  N i g e r i a n  B a n k  f o r  C o m m e r c e  a n d  I n d u s t r y  ( N B C ! )  
I t  w a s  e s t a b l i s h e d  b y  D e c r e e  2 2  o f  M a y ,  19 7 3  a n d  c h a r g e d  w i t h  t h e  f u n c t i o n  
~f p r o v i d i n g  e q u i t y  c a p i t a l  a n d  f u n d s  b y  w a y  o f  l o a n s  t o  s m a l l  a n d  m e d i u m  
s c a l e  i n d u s t r i e s .  I t s  c a p i t a l  n e e d s  w e r e  p r o v i d e d  b y  i t s  p r o p r i e t o r s  ( t h e  
F e d e r a l  G o v e r n m e n t  a n d  t h e  C e n t r a l  B a n k  o f  N i g e r i a ) .  N B C I  i n v e s t e d  a  
t o t a l  s u m  o f  N l 7 , 7 2 5 . 5 6  m i l l i o n  i n  s m a l l  a n d  m e d i u m  s c a l e  e n t e r p r i s e s  
b e t w e e n  1 9 8 1  a n d  2 0 0 0  a s  t h e  b a n k ' s  l o a n s  a n d  a d v a n c e s  g r e w  f r o m  N  
1 2 . 7  m i l l i o n  i n  1 9 8 1  t o N  6 , 3 3 8 . 8  m i l l i o n  i n  2 0 0 0 .  T h e r e  w a s  n o  r e c o r d  o f  
l o a n  d i s b u r s e m e n t  i n  2 0 0 1 .  T h e  b a n k  r e c o r d e d  n o  g r o w t h  i n  d e p o s i t  
m o b i l i s a t i o n  s i n c e  1 9 9 3  a n d  c o n t i n u e d  t o  o p e r a t e  w i t h  h u g e  n e g a t i v e  p o s i t i o n  
a n d  a  h i g h  p r o p o r t i o n  o f  l o n g - t e r m  b o r r o w i n g s  a n d  u n c l a s s i f i e d  l i a b i l i t i e s .  
A s  a t  e n d  2 0 0 0 ,  t h e  b a n k s  l o n g - t e r m  b o r r o w i n g  a n d  o t h e r  l i a b i l i t i e s  h a d  
g r o w n  t o  N 3 ,  5 1 1 . 5  m i l l i o n  a n d  N 8 , 6 4 0 . 6  m i l l i o n  r e s p e c t i v e l y .  T h e  h i g h  
i n c i d e n c e  o f  n o n - p e r f o r m i n g  c r e d i t  a n d  o t h e r  r e l a t e d  f i n a n c i a l  p r o b l e m s  
c o n t i n u e d  t o  b e  t h e  m a j o r  f a c t o r s  m i l i t a t i n g  a g a i n s t  t h e  b a n k ' s  p e r f o r m a n c e  
w h i c h  a l s o  r e s u l t e d  i n  t h e  m e r g e r  o f  t h e  b a n k  w i t h  t w o  o t h e r  D F l s  i n  2 0 0 0 .  
C u r r e n t l y ,  w e  h a v e  t h e  B a n k  o f  I n d u s t r y  ( B O I )  w h i c h  i s  t h e  o u t c o m e  o f  t h e  
m e r g e r  o f  t h e  N i g e r i a n  B a n k  f o r  C o m m e r c e  a n d  I n d u s t r y  ( N B C I ) ,  t h e  
N i g e r i a n  I n d u s t r i a l  D e v e l o p m e n t  B a n k  ( N I D B )  a n d  t h e  N a t i o n a l  E c o n o m i c  
R e c o n s t r u c t i o n  F u n d  ( N E R F U N D ) .  T h e  n e w  b a n k  h a s  t a k e n  o f f  a n d  i s  
s e t t i n g  t h e  s t a g e  t o  f o r g e  a  s t r o n g  a n d  e n d u r i n g  p a r t n e r s h i p  w i t h  t h e  
O r g a n i s e d  P r i v a t e  S e c t o r  ( O P S )  i n  d i s c h a r g i n g  i t s  m a n d a t e .  
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(c) The Nigerian Agricultural and Co-operative Bank (NACB) 
The NACB was established in 1972 to assist in financing viable agricultura l 
projects and thus enhance the level and quality of agricultural production. 
It sourced fun ds from government subventio ns ; credit shortfall on 
agricultural loans through the CBN and loans from international finance 
institutions such as the International Bank for Reconstruction and 
Development (IBRD), African Development Bank (ADB), European 
Investment Bank (EIB), and the International Fund for Agricultural 
Development (IFAD). In 1980, N ACB disbursed the sum of N28.6 million 
for various categories of lending to agriculture. The highest disbursement 
of N6, 104.2 million was made by the NACB in 1994. NACB's loan 
disbursement amounted to N443.9 million in 1998 indicating a fall of9.6 per 
cent from the level of loan disbursed in 1997. The number of projects 
financed has also declined. There were no records of loan disbursement 
from 1999 to 200 1. Due to NACBs unimpressive performance in recent 
years, it was merged with two other institutions, the Peoples Bank of Nigeria 
(PBN) and the Family Economic Advancement Programme (FEAP). The 
merger gave birth to the Nigerian Agricultural Co-operative and Rural 
Development Bank(NACRDB) jointly owned by the Federal Ministry of 
Finance Incorporated (MOFI) and the Central Bank of Nigeria (CBN) 
with a shareholding ratio of 60% and 40% respectively. On the successful 
completion of the restructuring programme, the Board of Directors approved 
appropriate Credit Guidelines for the Bank. Consequently, the Bank 
embarked upon a full-scale loan approvals and disbursements to empower 
its clientele and give financial succour to the agricultural sector. 
From July 2001 to May 2004 the Bank approved loans totalling NlO, 
975,749, 104. Out of this amount the agricultural sector got N9, 034,385,660 
while non-agricultural sector had N2, 28 1, 11 8,584. 
As at May, 2004, the Bank has disbursed a total of N5, 200,088,035.49 as 
loans. The other clients have not fu lfilled the mandatory conditions preceding 
drawdown. In order to protect these loans, the Bank has some necessary 
guidelines, which must be followed before clients could drawdown on the 
approvals. As soon as these clients fulfil the condition, they will have 
access to their loans. It was expected that these clients would meet the 
conditions within the second and their quarters of 2004. 
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A s  a p p r o v e d  b y  t h e  F e d e r a l  E x e c u t i v e  C o u n c i l .  t h e  l o a n  p o r t f o l i o  o f  N i g e r i a n  
A g r i c u l t u r a l ,  C o - o p e r a t i v e  a n d  R u r a l  D e v e l o p m e n t  B a n k  L t d  i s  s p r e a d  i n  
t h e  r a t i o  o f  7 0 : 3 0  i n  f a v o u r  o f  m i c r o - l o a n .  
M a n a g e m e n t  h a s  a l s o  i n t e n s i f i e d  e f f o r t s  a t  l o a n  r e c o v e r y .  T h e s e  e f f o r t s  
h a v e  y i e l d e d  c o n s i d e r a b l e  r e s u l t s  a s  s o m e  o u t s t a n d i n g  l o a n s  d i s b u r s e d  b y  
t h e  d e f u n c t  i n s t i t u t i o n s  a r e  n o w  b e i n g  r e c o v e r e d .  S e p a r a t e  f r o m  t h e  e q u i t y -
f u n d e d  l o a n s ,  t h e  B a n k  h a s  c o n t i n u e d  t o  p a r t i c i p a t e  i n  s u c h  o t h e r  f u n d i n g  
a r r a n g e m e n t s  a s  t h e  A r t i s a n a l  F i s h i n g  P r o j e c t ( s )  b e i n g  f i n a n c e d  b y  
E C O W A S  a n d  ! F A D  a s  w e l l  a s  t h e  F e d e r a l  G o v e r n m e n t - f u n d e d  A n i m a l  
T r a c t i o n  a n d  H a n d - t o o l s  P r o g r a m m e .  S i m i l a r l y ,  s u c h  m o r i b u n d  p r o j e c t s  a s  
t h e  h i t h e r t o  W o r l d  B a n k - a s s i s t e d  L i v e s t o c k  D e v e l o p m e n t  P r o g r a m m e  
( L O P )  a r e  g r a d u a l l y  b e i n g  r e v i v e d .  
I t  i s  a l s o  n o t e - w o r t h y  t h a t  N A C R D B  h a s  b e e n  n o m i n a t e d  b y  t h e  B u r e a u  o f  
P u b l i c  E n t e r p r i s e s  ( B P E )  a s  a  p a r t i c i p a t i n g  B a n k  i n  t h e  P r i v a t i s a t i o n  S h a r e  
P u r c h a s e  L o a n s  S c h e m e  ( P S P L S ) .  T h e  s c h e m e  a s  o r i g i n a t e d  a n d  f u n d e d  
b y  t h e  B P E  w o u l d  e n a b l e  t h e  p o o r  t o  p u r c h a s e  s h a r e s  u n d e r  t h e  p r i v a t i s a t i o n  
p r o g r a m m e .  I n  a  s i m i l a r  v e i n ,  t h e  B a n k  h a s ,  i n  c o l l a b o r a t i o n  w i t h  t h e  N a t i o n a l  
D i r e c t o r a t e  o f  E m p l o y m e n t  ( N D E )  e s t a b l i s h e d  a  h i g h - p o w e r e d  c o m m i t t e e  
t o  w o r k  o u t  a  c o o p e r a t i v e  a r r a n g e m e n t  u n d e r  w h i c h  N A C R D B  w o u l d  
p r o v i d e  a d e q u a t e  c a p i t a l  f o r  N D E - t r a i n e d  e n t r e p r e n e u r s .  T h i s  i s  a  
c o l l a b o r a t i v e  e f f o r t  a i m e d  a t  a d d r e s s i n g  t h e  c r i t i c a l  i s s u e  o f  y o u t h  r e s t i v e n e s s  
i n  t h e  c o u n t r y .  
T o  p r o v i d e  l i q u i d i t y  f o r  l e n d i n g  a c t i v i t i e s ,  N A C R D B  h a s  m a d e  t r e m e n d o u s  
p r o g r e s s  i n  d e p o s i t  m o b i l i z a t i o n .  T h e  r e s u m p t i o n  o f  l e n d i n g  a c t i v i t i e s  h a s  
h e l p e d  i n  r e s t o r i n g  c u s t o m e r s '  c o n f i d e n c e  i n  t h e  B a n k .  T h i s  i s  r e f l e c t e d  i n  
i n c r e a s e d  c u s t o m e r s '  d e p o s i t  o v e r  t i m e .  A s  a t  M a y  2 0 0 4 ,  n e t  c u s t o m e r s '  
d e p o s i t  w a s  o v e r N 4 . 0  b i l l i o n  f r o m  t h e  B a n k ' s  1 . 2  m i l l i o n  ( N o s )  c u s t o m e r s  
o p e r a t i n g  a c c o u n t s  i n  2 0 0  b r a n c h e s  n a t i o n w i d e .  T h e  r e c o r d e d  s u c c e s s  h a s  
a g a i n  d e m o n s t r a t e d  t h a t  r u r a l  f i n a n c i n g  i s  a  v e r i t a b l e  t o o l  f o r  p o v e r t y  
a l l e v i a t i o n  a n d  i n c u l c a t i o n  o f  b a n k i n g  h a b i t s  a m o n g  t h e  t a r g e t  p o p u l a c e  i n  
N i g e r i a .  
N A C R D B  h a s  i n v o l v e d  i t s  b e n e f i c i a r i e s  i n  p r o j e c t  i d e n t i f i c a t i o n  a n d  
p r o g r a m m e  d e s i g n  a s  w e l l  a s  t h e  i m p l e m e n t a t i o n  a n d  e v a l u a t i o n .  T h i s  i s  
d o n e  t h r o u g h  t h e  a c t i v i t i e s  o f  t h e  c o n s t i t u t e d  N A C R D B  C o m m u n i t y  R e l a t i o n  
C o m m i t t e e s  ( C R C )  a n d  t h e  r e g u l a r  f o r a  o r g a n i z e d  i n  t h e  b r a n c h e s  f o r  t h e  
e n l i g h t e n m e n t  o f  t h e  c l i e n t e l e .  
p ,  
F u r t h e r m o r e ,  l  
i n s t r u m e n t  o f  c  
f a c i l i t i e s  h a s  l i r  
N i g e r i a n  c o o p .  
s c h e m e  o f  w h c  
t h e i r  n u m e r o u s  
a l s o  e m p o w e r i 1  
p o v e r t y  a l l e v i a l  
t h e  b e n e f i c i a r i e  
A  m a j o r  c o n s t r .  
T h e  B a n k  h a s  ~ 
Z o n a l  O f f i c e s  a  
s o m e  o f  t h e  b r a  
t o  t a k e  d e v e l o p r  
A n o t h e r  i m p o r t <  
f u n d s  t o  s e r v i c e :  
f r o m  t h e  c r e d i t  s  
t h e i r  i n c o m e  g e n  
s i n c e  i n c e p t i o n  t~ 
r e c a l l e d  t h a t  M r  . .  
f o r  t h e  B a n k ,  t o  t  
b i l l i o n  p e r  a n n u m  
B a n k  w a s  e x p e c t .  
t h e  s u m  o f N 9 , 1 6 4  
b e t w e e n  2 0 0  I  a n c  
F e d e r a l  M i n i s t r y  c  
t o  t h e  B a n k  i n  S e t  
l o a n  w h i c h  i s  n o ' "  
b e c a m e  p a y a b l e  b :  
E q u a l l y  i m p o r t a n t  
E x e c u t i v e  C o u n c i l  
m a c r o  c r e d i t  f a c i l i t  
n o n - a g r i c u l t u r a l  p r  
t h e  b a l a n c e  o f  3 0 9  
r a t e  o n  m i c r o  c r e d i  
f o r  c o t t o n  p r o d u c  
m a r k e t i n g )  a r e  f i x e  
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Furthermore, NACRDB recognizes cooperati ve movement as a veritable 
instrument of change for rural development. For a long time, lack of credit 
facilities has limited the growth and the capacity bui lding process within the 
Nigerian cooperati ve movement. The Bank has, therefore, insti tuted a 
scheme of whole lending to viable cooperative bodies for the benefi t of 
their numerous members. NACRDB is not only a funding agency, but is 
also empowering the Cooperative Groups as an effective instrument for 
poverty alleviation and the attendant improvement in the quality of life of 
the beneficiaries. 
A major constraint facing the Bank currently is high cost of overheads. 
The Bank has 2,375 members of staff spread across 200 Branches, Six 
Zonal Offices and one Head Office. Due to the difficult terrai ns where 
some of the branches are located as deliberate efforts of the government 
to take development to the people, the cost is as of necessity very high. 
Another important constraint facing the Bank is the paucity of loanable 
funds to service its numerous c lients who are highly desirous of benefiting 
from the credit schemes being operated by the Bank for the promotion of 
their income generating activities. The profi le of funding and the pattern 
since inception tells the story of the Bank's financial difficulties. It will be 
recalled that Mr. President approved the sum of N50 billion Equity Capital 
for the Bank, to be released in four equal instalments at the rate of N 12.5 
bill ion per annum commencing from year 2002. As at December 2003, the 
Bank was expected to have received N25 ,740,383,000. However, out of 
the sum of N9, 164,383,000 appropriated for the Bank in the Federal Budgets 
between 200 I and 2003, only N2,240,383,000 was actually released. The 
Federal Ministry of Finance Incorporated (MOFl) gave a Joan of N3 billion 
to the Bank in September 2001 at an interest rate of 4% per annum. The 
Joan which is now due had a moratorium peri od of 2 years after which it 
became payable bi-annually over a period of l 0 years. 
Equally important is the fact that in establishi ng NACRDB, the Federal 
Executive Council (FEC) directed that the Bank should provide micro and 
macro credit facilities for all agricultural activities and only micro credit for 
non-agricultural projects. While micro credit facilities account for 70%, 
the balance of 30% is for macro-credit fac ilities . However, the interest 
rate on micro credit loans has been fixed at 8% (per annum), while loans 
for cotton production and vegetable oi l (production, processing and 
marketing) are fixed at 7% and 8% respecti vely in line with the Federal 
m  F i n a n c i n g  A g r i - B u s i n e s s  i n  N i g e r i a :  C h a l l e n g e s  &  P r o s p e c t s  
G o v e r n m e n t  " s i n g l e - d i g i t  i n t e r e s t  r a t e "  d i r e c t i v e s .  W i t h  r e s p e c t  t o  v e g e t a b l e  
o i l ,  w h e t h e r  f o r  p r o d u c t i o n ,  p r o c e s s i n g  o r  m a r k e t i n g ,  N A C R D  i s  a l s o  
e x p e c t e d  t o  r e f i n a n c e  c o m m e r c i a l  a n d  m e r c h a n t  b a n k  l o a n s  f r o m  t h a t  s e c t o r  
a t  8 % .  T h e  i m p l i c a t i o n s  o f  t h i s  s t a n c e  f o r  N A C R B D  o p e r a t i o n s  a r e  a s  
f o l l o w s :  
N A C R D B  c a n n o t  c o v e r  t h e  c o s t  o f  i t s  o v e r h e a d  a n d  c r e d i t  a d m i n i s t r a t i o n  
w i t h  o n l y  8 %  i n t e r e s t  r a t e  o n  m i c r o  c r e d i t  f a c i l i t i e s  ( 7 0 %  o f  i t s  l o a n  p o r t f o l i o ) .  
T h e  c o s t  o f  c r e d i t  d e l i v e r y  t o  t h e  n o o k s  a n d  c r a n n i e s  o f  t h i s  c o u n t r y  i s  
e x c e e d i n g l y  h i g h .  F o r  N A C R D B  t o  p r o v i d e  i t s  s e r v i c e s  i n  l o c a t i o n s  w h e r e  
o t h e r  b a n k s  s h y  a w a y  f r o m ,  t h e r e  i s  a n  u r g e n t  n e e d  f o r  s o m e  s u c c o u r  t o  
c o v e r  b o t h  t h e  B a n k ' s  o v e r h e a d  a n d  p e r s o n n e l  c o s t s  w h i c h  c u r r e n t l y  s t a n d s  
a t  a b o u t  N  2 . 4  b i l l i o n  p e r  a n n u m .  D e s p i t e  t h e  h i g h  o v e r h e a d ,  d u e  t o  t h e  
a d v a n t a g e s  d e r i v a b l e  f r o m  t h e  l o c a t i o n  o f  b r a n c h e s ,  m o r e  c o m m u n i t i e s  a r e  
s t i l l  r e q u e s t i n g  f o r  b r a n c h e s  o f  t h e  B a n k  i n  t h e i r  v i c i n i t y .  T h i s  i s  p a r t  o f  t h e  
s o c i a l  p r e s s u r e s  t h e  m a n a g e m e n t  h a s  t o  c o n t e n d  w i t h .  
T h e  s p r e a d  b e t w e e n  t h e  i n t e r e s t  p a i d  b y  t h e  B a n k  t o  i t s  d e p o s i t o r s  a n d  
w h a t  i t  c h a r g e s  o n  l o a n s  i s  v e r y  l o w .  I t  c a n n o t  p a y  t h e  t o t a l  c o s t  o f  r u n n i n g  
t h e  B a n k  f o r  i t  t o  b r e a k - e v e n  t a l k  l e s s  o f  m a k i n g  p r o f i t .  T h e  u r g e n t  n e e d  
f o r  t h e  u n d e r w r i t i n g  o f  t h e  c o s t  o f  t h e  b a n k ' s  o p e r a t i o n s  i s  f u r t h e r  i l l u s t r a t e d  
b y  t h e  p e r u s a l  o f  N A C R D B  l e n d i n g  r a t e s ,  a s  r e c e n t l y  a p p r o v e d  b y  t h e  
B o a r d .  T h i s  d o w n w a r d  r e v i e w  i s  i n  r e s p o n s e  t o  t h e  g e n e r a l  c l a m o u r  f o r  a  
f u r t h e r  r e d u c t i o n  i n  t h e  i n t e r e s t  r a t e  r e g i m e  o f  t h e  B a n k .  
O t h e r  F i n a n c i a l  I n s t i t u t i o n s  e s t a b l i s h e d  t o  p u r v e y  c r e d i t  t o  t h e  r u r a l  a r e a s  
w e r e  t h e  P e o p l e s  B a n k  o f  N i g e r i a  ( P B N ) ,  t h e  C o m m u n i t y  B a n k s  ( C B s )  
a n d  t h e  N i g e r i a n  E x p o r t - I m p o r t  B a n k  ( N E X I M ) .  
A p p r a i s a l  o f  S p e c i a l  S c h e m e s  a n d  F u n d s  
S p e c i a l  s c h e m e s  a n d  f u n d s  w e r e  a l s o  c r e a t e d  t o  f a c i l i t a t e  a c c e s s  t o  c r e d i t  
f o r  e c o n o m i c  a c t i v i t i e s  n a t i o n w i d e .  A m o n g  t h e s e  a r e  t h e  A g r i c u l t u r a l  C r e d i t  
G u a r a n t e e  S c h e m e  ( A C G S )  a n d  t h e  S m a l l  a n d  M e d i u m  I n d u s t r i e s  E q u i t y  
I n v e s t m e n t  S c h e m e  ( S M I E I S ) .  
T h e  A g r i c u l t u r a l  C r e d i t  G u a r a n t e e  S c h e m e  ( A C G S )  
T h e  A g r i c u l t u r a l  C r e d i t  G u a r a n t e e  S c h e m e  ( A C G S ) ,  w a s  e s t a b l i s h e d  i n  
1 9 7 7  a n d  i t  t o o k  o f f  i n  A p r i l ,  1 9 7 8  u n d e r  t h e  m a n a g e m e n t  o f  t h e  C B N ,  
w h i l e  a  B o a r d  o f  D i r e c t o r s  w a s  c o n s t i t u t e d  f o r  p o l i c y  m a k i n g .  T h e  s c h e m e  
w a s  d e s i g n e d  t o  e n c o u r a g e  b a n k s  t o  i n c r e a s e  l e n d i n g  t o  t h e  a g r i c u l t u r a l  
s e c t o r  b :  
a g r i c u l t u  
e x h a u s t  :  
security ~ 
l o a n s  i n c  
T h e  a u t h •  
f r o m  i n c (  
t h e p r e v a i  
w a s  r a i s t  
N l O O , O O <  
f r o m  N l . •  
I n  o r d e r  1  
m e a n t  a n  
a c c o u n t s  I  
w i t h  p r e - ;  
a n d  i n v e s  
f a r m e r s  a  
A g r i c u l t u  
o r d e r  t o p  
w h o  b e n •  
p e r f o r m a r  
p r a c t i c e s ,  
i n t r o d u c e t  
l o a n s  g u r u  
t o  N l . 2 b i l  
1 , 3 3 3  t o  2  
h a v e  c o n s  
p e r c e n t  i n  
T h e  S m a i l  
N e w  p o l i c  
o f  t h e  e c o r  
w h i c h  i s  t~ 
o f  t h e  C B :  
a s i d e  a n d  
i n d u s t r i e s .  
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sector by providing some form of guarantee agai nst risks inhe rent in 
agricul tural lending. In case of default, the lending bank is expected to 
exhaust all legal means of loans recovery, including reali sation of any 
securi ty pledged for loans, before the FUND pays 75 per cent of guaranteed 
loans in default. 
The authorised capital of the Fund which had remained at N 100.0 million 
from inception was reviewed upward to N3.0 billion in 1999. In view of 
the prevailing inflation and high cost of inputs, the loan limit under the scheme 
was raised from N5,000.00 to N20,000.00 for unsecured loans, and 
NlOO,OOO.OO to NSOO,OOO.OO for secured loans to individuals, as well as 
from N 1.0 million to N5.0 million for corporate borrowers. 
In order to ensure that loans are used for the purpose for which they are 
meant and foster repayment, the CBN organises courses on finance and 
accounts for agricultural credit officers, undertakes farm visits in connection 
with pre-guarantee appraisals, and post-guarantee monitoring of projects 
and investigate default claims. The Bank also holds regular meetings with 
farmers and officials of the lending banks, Mini stries of Agriculture and 
Agricultural Development Projects on the Operations of the Scheme. In 
order to provide incentives for efficient utilisation of bank loans, farmers 
who benefit from loans under the ACGS and achieve outstandincr to 
performance in output, loan repayment and adoption of good husbandry 
practices, are presented with certificates of merit annually. The CBN 
introduced an award of a certificate to the best bank in 1995. The value of 
loans guaranteed under the ACGS grew from N36,307.5 thousand in 1983 
toN 1.2billion in 2003, while the number of loan beneficiaries grew from 
1,333 to 24,303 in the period. Small borrowers of N5,000.00 and below 
have constituted the bulk of the number of beneficiaries constituting 41.6 
percent in 2003. 
.. 
The Small and Medium Industries Equity Investment Scheme(SMIEIS) 
New policy measures aimed at increasing credit access to the real sector 
of the economy have been initiated by the Central Bank of Nigeria. One of 
which is the decision by the Bankers Committee chaired by the Governor 
of the CBN, that 10.0 per cent of profit before tax of every bank be set 
aside and channelled to equity investment in small and medium scale 
industries. To e nsure the effecti veness of the programme, banks are 
expected to identify guide and nurture enterpdses to be fi nan<::ed under the 
2 9 2  F i n a n c i n g  A g r i - B u s i n e s s  i n  N i g e r i a :  C h a l l e n g e s  &  P r o s p e c t s  
s c h e m e .  T h e  S m a l l  a n d  M e d i u m  I n d u s t r i e s  E q u i t y  I n v e s t m e n t  S c h e m e  
( S M I E I S )  w a s  l a u n c h e d  i n  A u g u s t .  2 0 0 1 .  A s  a t  e n d  A p r i l , 2 0 0 4 .  a  t o t a l  o f  
N 2 2 . 2 9 b i l l i o n  h a d  b e e n  s e t  a s i d e  b y  8 3  b a n k s  f o r  i n v e s t m e n t  i n  t h e  s c h e m e .  
O u t  o f  t h i s  a m o u n t ,  N 9 . 7 5  b i l l i o n  o r  4 2 . 5 7  p e r c e n t  h a d  b e e n  i n v e s t e d  b y  5 3  
b a n k s  i n  1 8 5  p r o j e c t s .  A  s e c t o r a l  b r e a k d o w n  s h o w e d  t h a t  t h e  r e a l  s e c t o r  
r e c o r d e d  i n v e s t m e n t s  v a l u e d  a t  N 6 . 5 7  b i l l i o n ( 6 7  . 4 3  p e r c e n t )  i n  1 3 3  p r o j e c t s .  
T h e  a c t i v i t i e s  t a r g e t e d  u n d e r  t h e  s c h e m e  i n c l u d e  a g r o - a l l i e d ,  i n f o r m a t i o n  
t e c h n o l o g y ,  t e l e c o m m u n i c a t i o n s ,  m a n u f a c t u r i n g ,  e d u c a t i o n a l  e s t a b l i s h m e n t s .  
s e r v i c e s ,  t o u r i s m  a n d  l e i s u r e ,  s o l i d  m i n e r a l s  a n d  c o n s t r u c t i o n .  B a n k s  a r e  
e x p e c t e d  t o  r e n d e r  t o  t h e  C B N ,  o n  q u a r t e r l y  b a s i s ,  t h e i r  i n v e s t m e n t  r e p o r t  
u n d e r  t h e  s c h e m e .  
R E S U L T S  O F  T H E  E M P I R I C A L  A N A L Y S I S  
I n  o r d e r  t o  e s t a b l i s h  i f  a c c e s s  t o  c r e d i t  b y  s m a l l  s c a l e  f a r m e r s  w a s  t h e  
p r o b l e m  r e s p o n s i b l e  f o r  t h e i r  n o t  b e i n g  a b l e  t o  e x p a n d  t h e i r  o p e r a t i o n s  o r  
t h e  h i g h  c o s t  o f  c r e d i t ,  s t r u c t u r e d  q u e s t i o n n a i r e s  w e r e  a d m i n i s t e r e d  t o  8 0  
s m a l l  s c a l e  f a r m e r s  i n v o l v e d  i n  a r a b l e  c r o p  f a r m i n g ,  l i v e s t o c k  r a i s i n g ,  f i s h  
f a r m i n g ,  a g r o - p r o c e s s i n g ,  a g r o - m a r k e t i n g  a n d  f a r m  e q u i p m e n t  f a b r i c a t i o n  
i n  A l i m o s h o  L o c a l  G o v e r n m e n t  A r e a  o f  L a g o s  S t a t e  i n  S e p t e m b e r  2 0 0 4 .  
O u t  o f  t h e  8 0  q u e s t i o n n a i r e s  a d m i n i s t e r e d ,  6 7  w e r e  r e t r i e v e d  w i t h i n  t h e  
t w o  w e e k s  p e r i o d  s c h e d u l e d  f o r  t h e  s u r v e y ,  w h i c h  g a v e  a n  8 3 . 7 5  p e r c e n t  
r e s p o n s e  r a t e .  D e t a i l e d  r e s u l t s  c o l l a t e d  f r o m  t h e  r e t u m s  a r e  p r e s e n t e d  b e l o w .  
I .  A c c e s s  t o  c r e d i t  
( i )  O u t  o f  t h e  6 7  r e s p o n d e n t s ,  o n l y  l l  o b t a i n e d  l o a n  w h i l e  t h e  r e m a i n i n g  
5 6  r e l i e d  m a i n l y  o n  ' o w n  c a p i t a l '  f o r  t h e i r  o p e r a t i o n s .  I n  p r o p o r t i o n a t e  
t e r m s ,  1 6 . 4 2  o f  t h e  r e s p o n d e n t s  h a d  a c c e s s  t o  c r e d i t  w h i l e  
8 3 . 5 8 p e r c e n t  o f  t h e  r e s p o n d e n t s  d i d  n o t  h a v e  a c c e s s  t o  f o r m a l  c r e d i t .  
( i i )  F u r t h e r  a n a l y s i s  o f  t h e  r e t u r n s  r e v e a l e d  t h a t  o n l y  4  o f  t h e  r e s p o n d e n t s  
( 5 . 9 7  p e r c e n t )  h a d  b e n e f i t e d  f r o m  t h e  A g r i c u l t u r a l  C r e d i t  G u a r a n t e e  
S c h e m e  ( A C G S ) .  T w o  r e s p o n d e n t s ( 2 . 9 9  p e r c e n t )  o b t a i n e d  l o a n  f r o m  
t h e  N i g e r i a  A g r i c u l t u r a l ,  C o o p e r a t i v e  a n d  R u r a l  D e v e l o p m e n t  B a n k  
w h i l e ,  o n l y  o n e  o f  t h e  r e s p o n d e n t s  (  1 . 4 9 p e r c e n t )  h a d  b e n e f i t e d  f r o m  
t h e  S m a l l  a n d  M e d i u m  I n d u s t r i e s  E q u i t y  I n v e s t m e n t  S c h e m e .  O t h e r  
s o u r c e s  o f  f o r m a l  c r e d i t  w e r e  N o n - g o v e r n m e n t a l  
O r g a n i s a t i o n s ( N G O s ) .  w h e r e  5  r e s p o n d e n t s ( 7 . 4 6  p e r c e n t )  b e n e f i t e d .  
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One respondent ( 1.49percent) obtained loan the National Directorate 
of Employme nt and 3(4.47 Percent) got loan from cooperatives. A 
respondent ( l.49perce nt) reporte d obta ining loan fro m loca l 
moneylender while 2 (2.99 percent) reported that family and fri ends 
were their sources of loan. One respondent( 1.49 percent) patronised 
the 'Esusu' which is the prevalent informa l credit group. Five of the 
respondents(7.46 percent) reported that they benefited from some 
other government credit sche mes. 
2. Cost of credit 
Average cost of credit fo r the respondents who borrowed fro m 
commercial banks was 20.63percent in 2003 and 20.43percent, in 
2004. This was followed by the 14.0 and 20.0 percent interest ra te 
charged by the NGOs in the respective years. Those who borrowed 
from the NACRDB paid 9.0 percent and 8.0 percent interest rates in 
2003 and 2004 respectively. For the respondent who borrowed from 
cooperative it was 5.0percent in 2003 and 7.0percent, in 2004. Thus, 
while interest rate charged by commercial banks declined in 2004 
relative to 2003 it was still very much higher than that charged by the 
cooperative. 
Further analysis of the responses obtai ned on cost of credit indicated 
that the interest rate considered optimal by all the respondents ranged 
from 2 to 25 percent, with a median of 5percent. This confirms the 
fact that interest rate charged by banks is too high for small scale 
farmers. 
In response to the direct enquiry on which is most important, between 
access to credit and cost of credit, 5 1. 15percent of the respondents 
felt access was most important, while 2 1.85percent of the respondents 
fe lt cost was most important. However, 27.4percent were of the 
view that both access and cost were equally important. 
3. Suggest ions to Government to help expand operations 
Respondents were a lso asked to render suggestions on what 
government could do to help expand their operations. In response 
over 50.0 percent of them requested for access to credit at affordable 
cost (5-1 0 percent interest ra te). 
Other suggestions included the fo llowing: 
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( i )  I s l a m  d i s c o u r a g e s  t a k i n g  l o a n  w i t h  i n t e r e s t ,  s o  g o v e r n m e n t  s h o u l d  
g r a n t  i n t e r e s t  f r e e  l o a n  b u t  p e n a l i s e  t h o s e  t h a t  r e f u s e  t o  p a y .  
( i i )  G o v e r n m e n t  s h o u l d  p r o v i d e  a g r o - i n c e n t i  v e s  i n s t e a d  o f  c r e d i t  f a c i l i t i e s  
t h a t  a r e  n o t  a v a i l a b l e .  
( i i i )  R e d u c e  p r o t o c o l  a n d  b u r e a u c r a c y ,  a n d  n e p o t i s m  t o  i m p r o v e  a c c e s s  
t o  c r e d i t .  
( i v )  W a i v e  c o l l a t e r a l  f o r  s m a l l - s c a l e  f a r m e r s ,  p a r t i c u l a r l y  a s  p o u l t r y  f a r m  
i s  n o t  a c c e p t e d  a s  c o l l a t e r a l .  
( v )  A  r e s p o n d e n t  i n d i c a t e d  t h a t  h e  w o u l d  p r e f e r  t o  o p e r a t e  w i t h  o w n  
f u n d s  o n l y .  
( v i )  I m p r o v e  i n f r a s t r u c t u r e  s u c h  a s  t r a n s p o r t a t i o n ,  e l e c t r i c i t y  e t c ,  t o  
f a c i l i t a t e  m a r k e t i n g ,  p r o c e s s i n g  a n d  s t o r a g e .  
( v i i )  S u b s i d y  o n  f e r t i l i s e r  a n d  l i v e s t o c k  f e e d .  
( v i i i )  E n l i g h t e n m e n t  o n  h o w  t o  o b t a i n  c r e d i t ,  q u i c k  p r o c e s s i n g  o f  a p p l i c a t i o n s  
a n d  t i m e l y  d i s b u r s e m e n t  o f  l o a n  g r a n t e d .  
( i x )  A s s i s t  f a r m e r s  w i t h  l a n d  a c q u i s i t i o n .  
( x )  D o n ' t  g i v e  l o a n  t o  p o l i t i c a l  f a r m e r s .  
F r o m  t h e  f o r e g o i n g ,  i t  i s  o b v i o u s  t h a t  a c c e s s  t o  c r e d i t  b y  s m a l l  s c a l e  f a r m e r s  
i s  y e t  t o  r e a c h  t h e  d e s i r e d  l e v e l ,  t h a t  c o s t  o f  c r e d i t  b y  c o m m e r c i a l  b a n k s  a r e  
t o o  h i g h  w h i l e  f a r m e r s  n e e d  m o r e  t h a n  c r e d i t  t o  e x p a n d  t h e i r  o p e r a t i o n s .  
S U M M A R Y  A N D  C O N C L U S I O N S  
T h e  p a p e r  h a s  r e v i e w e d  t h e  p o l i c y  m e a s u r e s  a n d  a c t i v i t i e s  o f  i n s t i t u t i o n s  
e s t a b l i s h e d  b y  t h e  N i g e r i a n  g o v e r n m e n t  t o  e f f e c t  t h e  p r o v i s i o n  o f  f i n a n c i a l  
s e r v i c e s  t o  t h e  a g r i c u l t u r a l  s e c t o r  i n  t h e  b i d  t o  s t i m u l a t e  o u t p u t  g r o w t h .  
A v a i l a b l e  e v i d e n c e  f r o m  t h e  s u r v e y  c a r r i e d  o u t  i n  t h e  c o u r s e  o f  w r i t i n g  t h i s  
p a p e r ,  i n d i c a t e d  t h a t  t h e  p a s t  p o l i c y  m e a s u r e s  a n d  i n s t i t u t i o n s  c r e a t e d  h a v e  
n o t  b e e n  a b l e  t o  f a c i l i t a t e  a c c e s s  o f  s m a l l  s c a l e  f a r m e r s  t o  f o r m a l  c r e d i t  t o  
t h e  e x t e n t  t h a t  w o u l d  s t i m u l a t e  o u t p u t  g r o w t h  a n d  e r a d i c a t e  p o v e r t y .  T h i s  
h a s  b e e n  a t t r i b u t e d  t o  a  n u m b e r  o f  f a c t o r s ,  p r o m i n e n t  a m o n g  w h i c h  w e r e  
t h e  p o o r  o p e r a t i o n a l  m o d a l i t i e s  o f  t h e s e  i n s t i t u t i o n s ,  a n d  t h e  f a c t  t h a t  s o m e  
s m a l l - s c a l e  f a r m e r s  c a n n o t  e v e n  a p p r o a c h  t h e  b a n k s  f o r  l o a n  d u e  t o  c u l t u r a l  
p r o b l e m s .  O v e r  t h e  y e a r s  t h e  v a r i o u s  s p e c i a l i s e d  f i n a n c i a l  i n s t i t u t i o n s  
e s t a b l i s h e d  b y  t h e  g o v e r n m e n t  h a v e  b e e n  f a c e d  w i t h  o n e  p r o b l e m  o r  t h e  
o t h e r  a n d  a s  s u c h  c o u l d  n o t  m e e t  t h e  o b j e c t i v e s  f o r  w h i c h  t h e y  w e r e  s e t  u p .  
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programmes offered very low - interest loans, the vo lume of funds they 
could supply was limited, and it was impossible for the lending insti tutions 
to achieve self-sustainability. Second, lending volume and sustainability 
were further eroded because these insti tutions lacked incentive to undertake 
careful underwri ting and enforce timely repayment. Finally, there were 
evidences that borrowers were frequently selected for political reasons 
rather than because they fi t the profile of the ostensibly targeted beneficiaries 
or were sound credit risks. Finally, wealthy households appropriated the 
benefits of many of these programmes because they preferred to borrow 
from them rather than from the unsubsidized formal sector. Consequently, 
the development finance institutions suffered serious erosion of their capital 
bases and have to be recapitalised fo r continued survival. 
In the bid to come up with an effective and efficient framework for the 
provision of financial services to the agricultural sector in Nigeria, literature 
on theoretical and empirical issues and some country case studies were 
also reviewed. 
Based on the results of our survey and the information obtained from our 
literature review, it is recommended that acti vities of the credit insti tutions 
be intensified, in order to increase farmer's access to credit. 
Admittedly, growth in output is not dependent on credit alone, but evidences 
drawn from the country case studies as well as in Nigeria confirms the fact 
that capital to start or expand business is one of the major problems of the 
~ral poor. For instance, in Nigeria, the major problem limiting output growth 
m the agricultural sector is the absence of or inadequate utilisation of modem 
farm inputs as farmers cannot continue to obtain improved yield from o ld 
and unimproved varieties and animal stock, or by c;ultivating the same parcel 
of land year in year out without soil improvement materials. The availability 
of these modern inputs alone cannot guarantee the modernisation process 
if farmers do not have the means to purchase them ; therein lays the 
relevance of finance. 
It is in this vein that we are recommending that the restructured DFISs be 
empowered by government to take off effecti vely as the conventional 
commercial banks sti ll shy away from the agricultural sector . 
Additional funding for the NAC RDB will assist the nation to achieve the 
following social, economic and political benefi ts: . 
(i) Boosting of agricultural production and alleviation of poverty level 
especially in rural areas. 
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( i i )  P r o v i d i n g  e m p l o y m e n t  f o r  t h e  u n e m p l o y e d  a n d  u n d e r  e m p l o y e d .  
( i i i )  C o n t r i b u t i n g  t o  f o o d  s e c u r i t y  f o r  t h e  n a t i o n .  
( i v )  B o o s t i n g  e x p o r t  o f  a g r i c u l t u r a l  p r o d u c t i o n  n a t i o n - w i d e .  
( v )  K e e p i n g  t h e  p e o p l e  e n g a g e d  t h e r e b y  r e d u c i n g  r u r a l - u r b a n  m i g r a t i o n  
( v i )  R e d u c t i o n  o f  c i v i l  s t r i k e s ,  c o m m u n a l  c l a s h e s ,  e t c .  
( v i i )  I m p r o v i n g  t h e  p o l i t i c a l  a n d  e c o n o m i c  w e l l  b e i n g  o f  t h e  p e o p l e  t h r o u g h  
e m p o w e r m e n t  a n d  p r o v i s i o n  o f  f o o d .  
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